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THE PLAN FOR A COMPENSATED DOLLAR 

SUMMARY 

I. The plan, rigidly adhered to, would bring long-run stability of 
prices, 402. — • But temporary oscillations, of unpredictable extent, 
would continue, 403. — • Causes of uncertainty in the connection be- 
tween quantity of coin and prices, 403. — II. Adoption of the plan 
by international agreement seems impossible, 407. — Nor would 
a single country be likely to adopt it, 410. — III. It is uncertain 
whether and how far general prices will continue to rise, 412. — The 
general public is uneasy chiefly about the rise in food prices, 413. — 
Present evils not unendurable ; and the scheme not practicable, 416. 

There is no need of saying that Professor Fisher 
has elaborated with skill the plan described in the 
last issue of this Journal (Feb. 1913), and advocated 
by him so persuasively. Not only the main features of 
the plan, but the details worked out in the Appendices, 
show the ingenuity and intellectual keenness which 
economists have learned to expect from him. If doubt 
is expressed in the following pages concerning the 
practicability of the scheme, there can be none as to 
the ability with which it has been framed or the 
vigor of its propaganda. Professor Fisher's reputa- 
tion, already established securely, will not suffer from 
what he has done on this topic. 

401 
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It must be admitted at the outset that the plan, 
if carried out with iron consistency for a considerable 
stretch of time, would achieve the result mainly had 
in view, — the prevention of a long-continued and con- 
siderable rise in prices. It might not achieve that 
result as smoothly and evenly as its proposer expects; 
and the qualifications just stated, — that it must be 
carried out unflinchingly for a long period, — should be 
borne in mind. No one who holds to the doctrine 
that the general range of prices is determined by the 
relation between the quantity of commodities and the 
volume of the circulating medium, and that the vol- 
ume of the circulating medium in the end depends, 
ceteris paribus, on the amount of coined money, can 
do otherwise than admit the logical soundness of 
the scheme. He who maintains that the rise in prices 
diiring the last fifteen years is due to the greater gold 
supply must admit that a restriction of the monetary 
supply of gold will check the rise. The plan proposed 
is in essence one for a regulation in the monetary supply 
of gold. Its effects must be the same in kind as those 
of a cessation of free coinage, with an apportioned 
limited coinage. 

More stress should be laid, however, than Professor 
Fisher does, on the fact that the plan can work out 
its results only through its effects on the quantity 
of coined gold. The situation which Professor Fisher 
chiefly contemplates is that to which attention has 
been drawn by recent experience, and which he regards 
as likely to continue for some time in the future, — 
mounting gold production with a tendency to rising 
prices. His plan contemplates a diminution of gold 
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coinage, with a storage of the " seigniorage." This 
means simply that less gold coin will be put forth. 
The consequences on prices will be precisely the same 
as those of diminished production or limited coinage. 
Professor Fisher seems to expect a closer connection. 
His analysis implies, almost states in terms, that 
prices will accommodate themselves at once or very 
promptly to the bullion equivalent of the coined 
dollar; that as the bullion required for the dollar 
increases, prices will fall quasi-automatically in pro- 
portion; and that as the bullion equivalent lessens, 
prices will be correspondingly affected at once. Now, 
no one has stated more clearly and explicitly than 
Professor Fisher himself, in his Purchasing Power of 
Money, the grounds for maintaining that the connection 
between the bulUon equivalent in the coined dollar 
and prices will work out its effects solely through 
changes in quantity. He has shown that the connec- 
tion between the quantity of coined money and general 
prices is by no means a close one. It is not only 
loose and uncertain, but we are much in the dark 
concerning the degree of looseness and uncertainty. 
Economists should be very chary of prediction in 
such matters, and Professor Fisher makes predictions 
which the event might greatly falsify. 

At the risk of repeating things familiar, let me note 
some of the causes of uncertainty in the connection be- 
tween quantity of coin and prices. Chief among them 
is the extraordinary fluctuation in the credit sub- 
stitutes for coin. We all know that the connection 
between bank holdings of cash and outstanding 
deposits is uncertain. Not infrequently, in the United 
States, we find an implication that for every dollar of 
reserve there are four dollars of deposits ; implications 
of this kind are not lacking in Professor Fisher's own 
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writings. Yet the obvious fact is that the relation of 
deposits to reserves at any given time is unpredictable. 
During times of depression, money will accumulate 
in bank reserves, and yet deposits will fail to expand, 
will even shrink; and, moreover, they will have dimin- 
ished rapidity of circulation. At other times, when 
a spirit of venturesomeness has developed in the 
business world, a superstructure of deposits will expand 
with stationary, or with relatively diminishing, bank 
holdings. Such was the experience of the United 
States between 1900 and 1907; the rise in prices being 
due in large degree to an expansion of deposits on a 
lessened proportion of cash in bank reserves. 

There are, however, other aspects of the case which 
are less famihar ; concerning these also we should 
speak with caution, predict with even more caution. 
The effect of an increasing supply of coin during the 
first period of its emergence presents ciu-ious problems. 
It has been suggested ^ that when there is an increase 
in the supply of money (coin and notes to bearer), 
an effect ensues similar to that from the increase of 
any commodity: more of the article is used. When 
there are more nickels or eagles or five-poimd notes, 
it is said that people will carry them about more. 
I am sceptical about this reasoning. The extent to 
which people carry about " change," large or small, 
depends upon rooted habits and adjustments. Money 
is simply the convenient medium for purchase; people 
do not use more of it when it becomes plentiful, in 
the way they use more clothing or sugar when these 
have become abundant. The principle of marginal 
utility does not seem to me applicable to money in 
the same way as to other commodities. If more change 
is used after the supply of money has become more 

' T. N. Carver, in this Journal, vol. xji, p. 443 seg. 
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plentiful, this is an ulterior consequence from rising 
prices, not an immediate effect of greater abundance. 
None the less, I conceive it not impossible that when 
specie becomes more plentiful, for a while it sticks, 
so to speak, in the channels of circulation. For a time, 
even tho not permanently, its velocity of circulation 
may be affected. As was noted in the preceding 
paragraph, it may easily stick for a while in bank 
vaults. It is not inconceivable that it should stick 
for a while in people's pockets and tills. '^ After a 
stage of readjustment, the normal proportion will be 
reached again in both uses; but that period of adjust- 
ment may be of considerable length. 

Certain it is that there is something like a ciunulative 
effect both of increase and decrease in the supply of 
coin. One of the familiar and puzzling effects in 
monetary history is that a considerable increase in 
coined money may take place for years without visible 
effect on prices; then comes a flare-up, so to speak. 
There is a sudden upward movement, doubtless con- 
nected with the varying use of credit instriunents. 
Such was the case during the decade from 1890 to 
1900. And similarly the effect of diminished specie 
is cumulative: there is httle effect at first, but even- 
tually pressure and perhaps a sudden collapse of prices. 

All these irregularities and uncertainties must be 
borne in mind when an endeavor is made to predict 
the working of Professor Fisher's plan. Suppose 
a given seigniorage to be announced at a given date, 
because the index of prices has risen. The immediate 

' My colleague, Professor O. M. W. Sprague, calls my attention to the fact that this 
stage is less likely to appear under present conditions than under those of half-a- 
century ago. Gold from the mines nowadays goes into circulation almost exclusively 
through the banks. The South African gold, for example, goes direct to England and 
finds its way at once to the Bank of England. It then influences the circulating medium 
in no other way than gold received from the United States or from the Continent or 
from the internal stock. The case doubtless was different at the time of the Australian 
and Californian gold discoveries. 
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consequence is simply that fewer dollars will be coined. 
The effect might be expected to be no greater, no less, 
than that of diminished gold production and con- 
sequently diminished gold coinage. But it is by no 
means certain that the effect would really be the same, 
especially during the first stages in the application of the 
scheme. Men's imaginations would unquestionably 
be affected, at least at the outset. The stock-broking 
and business community might take unreasoning 
alarm. There might be a sudden halt in the spirit 
of enterprise, conceivably a bit of a panic, nay, con- 
ceivably (if the materials happened to be ready) a 
full-fledged financial crash. I think it probable, 
however, that this sense of shock would be but tem- 
porary. It would soon appear that not much was 
happening; simply less coined money coming through 
the mint, which is the sort of thing that has been going 
on all the time without producing sensible effect. 
The probabiUty seems to me to be that soon the business 
world would learn to disregard the announced seignior- 
age changes, and doubtless the financial and stock- 
jobbing fraternity would develop a slang of ridicule 
about it. Eventually, beyond doubt, an effect would 
appear, and one about which this same fraternity 
would be furious. The cumulative consequence 
would be like the cumulative consequence of long 
continued decline in gold production. After a season 
or two of declining bank reserves, tight money, and 
so on, a sudden collapse might be occasioned, and 
apparently caused, by the announcement of some 
particular seigniorage adjustment. Then there might 
be a decline in prices much more than in proportion 
to the bullion change. 

I would by no means be supposed to make predictions 
in this matter. It is no more possible to say in advance 
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how the compensated dollar plan would work over 
short periods than it is possible to say in advance 
in what way the effects of increased or decreased 
gold production will work out their results. It seems 
to me highly improbable that fluctuations in prices 
would cease, or that such a smooth coiU"se would be 
followed as is indicated on Professor Fisher's chart. 
So long as the modern mechanism of credit continues 
to be used, fluctuations in prices seem to me inevitable. 
A long continued considerable advance would alone 
be prevented. Commercial crises would not be pre- 
vented, nor, in my judgment, appreciably abated. 
Professor Fisher's predictions on this subject rest 
upon the particular theory of commercial crises which 
he has developed elsewhere. That theory does not 
seem to me established, and I have little faith in pre- 
dictions that are based upon it. Nor do I believe that 
labor discontent is as closely connected with changes 
in general prices as Professor Fisher intimates. On 
this subject I shall say more presently. To repeat, 
the only thing that would be accomplished would be 
the maintenance over periods of years, — ten years or 
more, — very likely through some sharp and catastro- 
phic adjustments, of an approximation to a level 
course of prices. 

II 

What is to be said now of the possibiUty of securing 
the adoption of such a plan ? 

An international agreement for its adoption seems 
to me in the highest degree unlikely. Let it be re- 
called how repeated were the endeavors, under stress 
greater than that felt in recent years, to bring about 
an agreement for international bimetalism. A fall 
in general prices and in money incomes is a phenomenon 
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much more unwelcome than a rise. The eariier fall 
in prices, moreover, was bitterly felt not only by the 
debtor classes, but by all the protectionists. The 
movement for international bimetalism had powerful 
support in political circles as well as among the econo- 
mists. Yet it never had a ghost of a chance. So 
great is the rivalry between nations, so intent is each 
upon its own advantage, so jealous are they of each 
other, so strong above all is the spirit of selfishness 
and mercantilism in their economic policies, that it 
seems to me hopeless to expect them to come to an 
understanding on a matter of this sort. 

An illustration of the difficulties is to be found 
in the attitude which one might confidently predict for 
one of the great countries, — Germany. In general, 
the rising tide in prices has not been unwelcome in 
that country. The complaint there has been not that 
gold was too plentiful, but that it could not be had in 
sufficient amount. Complaint of this sort is indeed 
among the most common experiences in times of rising 
prices. How often have we been told that there is 
not money enough to "finance prosperity"! Any 
one who will look into the pages of so excellent a book 
as Helfferich's Das Geld will find significant indications 
of the attitude likely to be taken by Germany. ^ This 
able scholar and administrator finds it difficult to 
believe that there has been too much money during 
the last decade. On the contrary, he finds that German 
financial institutions have had difficulty in obtaining 
as much as was needed for their legitimate operations. 
We may think that in all this there is a tinge of infla- 
tionism or mercantilism; we may have the same 
scepticism about it as about that phrase " financing 
prosperity." But it represents a state of mind that 

' See, for example, p. 589 seq. (2d edition, 1910). 
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is wide-spread and extraordinarily influential; the 
state of mind not only of the average business man, 
but of the average banker and the average legislator, 
the average politician or statesman (use whichever 
phrase you please). It will make the active, rapidly- 
growing, and venturesome countries, such as, for 
example, Germany and the United States, extremely 
slow to tie themselves to an international agreement 
for lessening the money supply. 

Even if, by some unexpected stroke, an international 
agreement were to be secured, it would rest upon the 
frailest basis. Any war would put an end to it. Any 
stage of depression in an important country would 
render it in the highest degree irksome, would lead 
to its revocation by some one country, and then would 
cause the whole structure to topple over. Not least, 
there would be differences concerning the index number 
of prices to be used in fixing the seigniorage. Prices 
do not move parallel in different countries. It is in- 
evitable that they should sometimes rise in one country, 
while falling in another; or rise in one more than in 
another, or fall more. Even with uniform use of the 
most refined methods in collecting prices and in deduc- 
ing the index numbers, differences would appear. 
Which country's index number should govern ? Would 
Germany, whose index number registered a fall in 
prices, accede to a seigniorage charge because the 
statistics of England and the United States indicated 
a rise ? If indeed all countries were convinced that 
a disastrous depreciation of money were impending, 
and if they were resolutely determined to sink all 
differences and all selfish interests in order to prevent it, 
they might act on the basis of a compromise index 
number settled by an international commission. But 
the mere mention of these conditions precedent suffices 
to show how far they are from being present. 
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The question arises whether it would be feasible for 
one country alone to adopt the plan.^ It would be 
feasible, in the same sense that it would be feasible 
for all countries together to adopt it. One country 
alone, carrying it out with unflinching consistency, 
might secure the desired result, subject to the qualifi- 
cations which have already been indicated. But that 
any one country would in fact adopt it alone seems to 
me in the highest degree improbable. 

Consider for a moment the mode in which the scheme 
would work in detail if adopted by a single country. 
Tho the immediate effect upon general prices within 
the country would be unpredictable, the effect upon 
certain kinds of prices would be certain, predictable, 
almost instantaneous. Exported commodities would 
feel the effect at once. Their prices are determined, 
to use the current expression, by the foreign market. 
It would be more accurate to say that their prices are 
determined by the total market, domestic as well as 
foreign. But it is clear that their prices must be the 
same (due allowance being made for transportation 
charges and the like) within the country as without. 
Now the inamediate effect of a seigniorage would be, 
as Professor Fisher points out, a readjustment of the 
par of foreign exchange. The exporter would find the 
par of exchange lessened, and in terms of domestic 
money (compensated dollars) he would receive less 
than he got before. All commodities of export would 
fall in price at once, or fail to rise, to the extent of the 
seigniorage. Other commodities probably would be 
unaffected for the moment. In the long run, no doubt, 
these other commodities (we may call them domestic 
commodities) would also be affected. But, to repeat, 

1 Professor Fisher intimated in some of his earlier writings on the subject that a 
single country might adopt the plan. In later papers, however, he has advocated it 
for international adoption only. 
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the rapidity and extent of the change in general prices 
is impossible of prediction. The exporters, none 
the less, would feel an immediate and unmistakable 
effect. Beyond question they would be as hotly 
indignant with the plan as if an excise tax had been 
imposed on their commodities without any possibility 
of their raising the price of their products. Consider 
for a moment what would be the state of mind in our 
cotton-exporting South. Is it to be supposed that 
any set of legislators could resist the political pressure 
from the various exporting sections, and carry out 
the scheme unflinchingly ? Can we imagine a Con- 
gressman telUng his constituents that they need only 
wait a while, until all money incomes and all prices 
had adjusted themselves to the new conditions ? that 
then nobody would be worse off or better off than 
before ? To ask this sort of question is to answer it. 
The very proposal of the scheme in the halls of Con- 
gress would invite the hot opposition of the exporting 
sections and industries. Its immediate consequences 
for them would be seen quickly enough, and no 
promise of ultimate adjustment would lessen their 
hostility. 

Ill 

In view of all these complications, uncertainties, 
and political and sectional obstacles, the question 
presents itself whether the emergency is so serious, 
the evil so great, the gain to be secured so unmistakable, 
that it is worth while to press so far-reaching a change. 

It is not amiss to recall the situation half a century 
ago, when the Australian and Californian gold dis- 
coveries poured into the world a flood of new gold, 
which (in comparison with the conditions at that time) 
was no less ominous than the great flood of our own 
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time. We all remember Chevalier's Baisse probable 
de I'or (1869). The bottom seemed to have dropped 
out of gold. Chevalier advised that it be discarded 
as the basis of the circulating medium of the civilized 
world. This is in substance what Professor Fisher 
now proposes. As events proved, Chevalier made 
his predictions, and advanced his proposals. Just as 
the crest of the wave had been reached. Had he 
waited a few years, it is probable he would never have 
committed himself as far as he did. I am not con- 
vinced that the situation at the present time is dissimi- 
lar to that of 1860. 

Professor Fisher has predicted that prices will rise 
further. He is disposed to believe that there will be 
not only a rise, but that there will be a considerable 
rise. I hesitate very greatly to enter the domain of 
prediction. I am inclined to believe that the rise 
in prices will not cease for the next decade; but whether 
it will be considerable or moderate or negligible in 
extent, I should not venture to say. Predictions 
concerning the output from the mines are to be taken 
with the greatest caution. We all recall the predictions 
which Suess made in 1892.i The distinguished geolo- 
gist believed that the prospects of an increased pro- 
duction of gold were of the sUghtest, and that the 
world must fall back on the use of both metals. 
How different the course of events has been from 
that which he predicted! There are those who be- 
Ueve that the output of gold, so far from continuing to 
increase, has reached, or is approaching, its maximum.^ 
For myself, I should not be surprised if there were a 
cessation in growth, and should certainly be surprised 
if there were not a relaxation in the rate of growth. 

1 E. Suess, Die Zukunft des Siebers (1892). 

2 See, tor example, R. A. LehJeldt, in the Economic Journal, September, 1912, 
vol. xxii, p. 487. 
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Further: it deserves to be borne in mind that the 
total supply of the precious metals is now so much 
greater than it was twenty years ago that the same 
annual increment will have much less effect on prices. 
This is the familiar consequence of the durability of 
the precious metals. To repeat what I have said 
elsewhere: ' — 

Any uniform increase in the gold supply, even tho great, tends to 
become progressively less in its effect. Each increment enlarges 
permanently the existing stock; and the succeeding increments, 
tho equally great, are less in proportion to the stock as enlarged. 
The increase in supply takes place by arithmetical progression; 
it would have to take place by geometrical progression in order 
to continue to Uft prices at the same rate as at the start. 

Finally, a circumstance should be borne in mind 
which bears not only upon the intrinsic desirability 
of a regulative plan, but also upon the attitude of the 
general public and the consequent pohtical and indus- 
trial possibilities. Economists are familiar with 
the difference between the phrase which they use in 
describing the new conditions, and that which is cm-rent 
in popular discussion. The economists speak of the 
" rise in prices " ; the general public speaks of the 
" high cost of living." The difference in phraseology 
is not due simply to variation of the point of view. 
It results from the fact that very different phenomena 
are had in mind by the two sets of persons. The 
economist is thinking and reasoning about the change 
which has been of special interest for him, — the 
general rise in prices. The man on the street is thinking 
about the exceptional rise in the prices of one important 
set of commodities. Any one who will examine with 
care the index numbers of our Bureau of Labor will 
see what a marked rise, much beyond that of the general 

» Principles of Economies, vol. i, p. 262. 
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index number, has appeared in the prices of farm prod- 
ucts, and especially in the prices of meat.' That 
special advance has taken place within the last three 
or four years. It is precisely within this period that 
general attention has been turned to rising prices. 
What the pubUc has had chiefly in mind has been 
not the general change, but the particular change in 
the commodities of wide consumption. This, I beUeve, 
is the main cause of labor unrest. 

What has caused the unusual rise in these food prices 
is a moot question. There are careful observers who 
believe it due to far-reaching influences, whose effects 
will continue indefinitely. Here in the United States 
we are told it is the result of the cessation of the era 
of free land, and the imminence of diminishing returns 
in agriculture. A new stage in our economic history 
is said to be opening. Cheap cereals and cheap meats 
must never again be expected; farm products and 
farm lands have permanently shifted to a higher level 
of value. It may be so; indeed, I am disposed to 
think that there is not a little truth in the statement. 
But I suspect that there is a tendency to exaggeration 
in it, and that in part the phenomena of the last few 

1 This change is not easily followed in the Bureau reports, because the pertinent 
figures are classified under two heads, " food " and " farm products." The price 
index of the food group has been in recent years not far removed from the index for 
commodities in general. But this group includes such articles as salt, tea, coffee, spices, 
sugar, whose prices have been stationary, or rising but slightly, and have kept down the 
index for the group. The prices of the articles classed as " farm products " (wheat, 
corn, oats, cattle, hogs, sheep) show most strikingly the rise which has caused the 
complaint of high cost of living. Compare the general index with that for farm prod- 
ucts since 1907: — 





Index for all 


Index for 


Year 


Commodities 


farm products 


1907 


129.5 


137.1 


1908 


122.8 


133.1 


1909 


126.5 


153.1 


1910 


131.6 


164.6 


1911 


129.3 


162.6 



See also the interesting figures in the Bureau of Labor's Third Report on Retail 
Prices, Bulletin no. 108 (1912), p. 14. 
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years are temporary. There is probably much truth 
in the counter opinion that cereals, and in some degree, 
meat products also, are likely to be lower in price 
before another five-year period is over. There is a 
possibility of large extension of the cultivation of wheat; 
and other cereals as well, such as Indian corn, have not 
reached in the United States their limit. Meat prod- 
ucts necessarily show in greater degree the influence 
of long-period causes, and a subsidence in their prices 
is not Ukely to take place so soon as in the prices of 
cereals. 

Whatever be the particular causes that have led 
to the high prices of food, economists agree that these 
causes will operate irrespective of any compensated 
dollar plan. This would simply serve, at its best, 
to keep general prices where they are, leaving each 
particular group of commodities subject to its own 
particular set of causes. If the compensated dollar 
plan were to be adopted, and if the prices of food 
should continue to moimt, there would be disappoint- 
ment for the general public, but nothing to surprise 
the economist. And conversely, it is entirely possible 
that the rise in the cost of Uving, that is, the special 
rise in the prices of foodstuffs, will reach its end irre- 
spective of any monetary change whatever. The 
general rise in prices and money incomes, to repeat 
what has already been said, is not unwelcome to the 
great majority of people. Its incidental consequences 
are perceived and debated chiefly by the economists; 
such as the effects on the creditor class and the 
slowness of so-called fixed incomes to rise correspond- 
ingly. The general pubUc is concerned chiefly with 
the conspicuous rise in the prices of foodstuffs, which 
is ascribable to causes very different from those that 
bring the general rise, and can be reached only by 
remedies very different. 
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In sum, I am not convinced that the evils of the 
present system are so great as to call for the extra- 
ordinary remedy proposed. If, indeed, consequences 
of the most serious sort were imminent from an over- 
whelming increase in the gold supply, we might feel 
disposed to move heaven and earth to prevent them. 
Obstacles from international jealousy, or from wide- 
spread misconceptions and fallacies, could then only 
spur us to greater exertions. But if the evils are as 
yet not unbearable; if those against which the public 
most rebels are due chiefly to other causes than the 
mere increase in gold supply; if the remedy proposed 
is one whose operation is far from certain, hkely to 
lead to complications of its own, and in danger of 
being discarded on its first failure to work a cure, — 
let us bear the ills we have. The world has long been 
familiar with the instability of the specie standard 
of prices. We all know that it is far from perfect. 
It is to be defended not as an ideal system, but as 
the best working expedient yet found. It is rooted 
in the habits and traditions of mankind, as well as in 
the physical qualities of the precious metals. The 
time may come in this matter, as in others, when 
mankind will do away with rough expedients, and 
will adopt more refined methods, devices more con- 
structive. We may make far-reaching changes in the 
whole regime of private property, with which the use 
of the precious metals is so closely connected. On 
the whole, I conclude that this proposal for radical 
change gives better opportunity for ingenious intel- 
lectual exercise than for practical efficacy. 

F. W. Taussig. 

Habvakd Univbbsitt. 



